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THE  flow  of  goods  from  country  to  country  is  in¬ 
evitably  dependent  on  an  international  price  struc¬ 
ture  which  makes  it  possible  to  buy  and  sell.  Prices 
have  always  been  disturbed  by  wars,  but  never 
before  has  there  been  such  a  complete  breakdown 
of  the  system  of  price  interrelationships.  The  more 
important  exchange  markets  have  been  completely 
isolated  from  each  other.  It  is  impossible  for  any 
one  to  say  what  is  the  true  value  of  the  money  of 
one  country  in  terms  of  another.  No  one  knows 
what  the  Danish  crown,  the  German  mark  or  other 
belligerent  currencies  are  worth,  either  in  terms  of 
international  goods,  gold,  or  dollars,  or  pounds. 
It  will  be  necessary  for  each  country  to  set  a  rate  of 
exchange  as  a  basis  for  doing  business,  but  even 
though  these  rates  are  regarded  as  valid  or  near  to 
their  true  value,  every  one  knows  that  they  will  be 
set  to  some  extent  as  a  matter  of  guesswork  and  be¬ 
cause  of  the  necessity  for  a  basis  for  trade  in  urgent¬ 
ly  needed  goods.  The  extent  to  which  the  rates  set 
are  “right”  and  can  be  maintained  during  the 
critical  period  of  early  post-war  adjustment,  as 
well  as  the  extent  to  which  readjustment  of  rates 
which  are  too  high  or  too  low  can  be  made  with¬ 
out  occasioning  serious  disturbance,  will  depend 
on  consultation  between  nations  as  well  as  on  co¬ 
operation  of  a  very  critical  nature.  Never  since 
world  trade  has  become  highly  developed  has  there 
been  such  a  complete  tearing  down  of  the  economic 
network  of  prices  and  never,  perhaps,  will  there  be 
so  much  need  for  joint  action  in  reconstructing 
international  financial  relations. 

There  are,  then,  two  different  but  extremely 
pressing  needs.  First,  we  need  a  basis  for  the  inter¬ 
change  of  goods  and  the  short-term  financing 
which  is  tied  up  with  the  payment  on  current  ac¬ 
counts  and  the  multilateral  exchange  of  funds. 
Exports  of  food,  clothing,  machinery  and  other 
similar  commodities  cannot  go  from  the  United 
States  to  Euroj')e  or,  in  fact,  cannot  flow  through 
any  of  the  usual  channels  of  trade  in  any  volume 
unless  they  can  be  paid  for  in  stable  currencies.  It 


is  true  that  relief  such  as  that  which  might  be  pro¬ 
vided  through  UNRRA  can  be  largely  indepen-  J 
dent  of  exchange  values,  but  ordinary  commerce 
requires  predictable  exchange  rates. 

Second,  we  need  the  long-term  financing  essen¬ 
tial  to  the  transfer  of  capital  goods  from  countries 
with  large  productive  capacity  to  those  in  need 
of  reconstruction.  Devastated  industrial  plants, 
public  utilities,  transportation  systems,  and  cities 
cannot  be  rehabilitated  promptly  unless  critical  sup¬ 
plies  are  advanced  in  time  to  stimulate  energetic 
reconstruction.  Similarly,  the  psotentialities  of  back¬ 
ward  nations  might  be  long  delayed  if  they  have 
to  wait  on  the  revival  of  capital  markets,  which 
have  been  seriously  crippled  by  the  destruction  of 
war  as  well  as  by  the  financial  restrictions  of  the 
pre-war  period.  Another  factor  is  undoubtedly  the , 
lasting  effects  of  past  defaults  on  debt  payments  on 
capital  markets  calling  for  measures  which  willf 
help  restore  confidence.  j 

BASIC  OBJECTIVES  OF  THE  FUND  AND  THE  BANK  [ 

Because  of  the  needs  outlined  above,  plans  for' 
the  International  Monetary  Fund  and  the  Inter  j 
national  Bank  for  Reconstruction  and  Develop¬ 
ment*  have  been  designed  as  major  foundation 
stones  in  the  post-war  structure  of  international  j 
relations.  Before  considering  special  aspects  of  thc| 
problems  raised,  it  is  well  to  set  down  the  purpscii 
accepted  as  guiding  principles. 

The  purposes  of  the  Fund  are:  (i)  To  promote | 
international  monetary  cooperation;  (2)  To  facil  ; 
itate  the  balanced  growth  of  international  trade;' 
(;)  To  promote  exchange  stability  and  orderly  ex  j 
change  arrangements;  (4)  To  assist  in  the  estah, 
lishment  of  a  multilateral  system  of  payments:' 
(5)  To  give  confidence  by  making  available  thci 
Fund’s  resources;  and  (6)  To  shorten  the  duration 
and  lessen  the  degree  of  disequilibrium  in  thcj 

I.  For  text  of  the  articles  of  aRreement  of  the  internatiow  , 
Monetary  Fund,  see  Netv  Yorl{  Times,  July  23,  1944:  of 
International  Bank  for  Reconstruction  and  Development,  iW  ! 
July  24,  1944.  I 
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balance  of  payments. 

While  some  differences  of  opinion  may  exist  as 
to  the  relative  importance  of  these  aims,  it  is  clear 
from  the  machinery  which  has  been  outlined  as 
the  means  of  furthering  these  ends  that  the  devel¬ 
opment  of  a  stable,  orderly,  and  dependable  system 
of  exchange  rates  was  paramount  in  the  minds  of 
those  who  shaped  these  plans  and  of  the  govern¬ 
ment  representatives  who  remolded  them  to  be 
consistent  with  their  national  aims. 

The  purposes  of  the  Bank  are:  (i)  To  assist  in 
reconstruction  and  development  of  territories  of 
members  by  facilitating  the  investment  of  capital 
for  productive  purposes;  (2)  To  promote  private 
foreign  investment  by  guarantees  and  participation 
and,  when  private  capital  is  not  available  on  reason¬ 
able  terms,  to  supplement  it  by  providing  out  of  its 
own  resources;  (3)  To  promote  the  long-range 
balanced  growth  of  international  trade;  (4)  To 
arrange  for  loans  so  that  the  more  urgent  projects 
will  be  dealt  with  first;  and  (5)  To  conduct  its 
operations  with  due  regard  to  assisting  transition 
from  war  to  peacetime  economy. 

These  objectives  are  obviously  closely  related  to 
those  of  the  Fund.  Thus  it  is  apparent  that,  in  the 
opinion  of  the  originators  of  the  proposals,  one 
institution  can  hardly  flourish  without  the  other 
and  that,  if  there  is  a  failure  in  the  effort  to 
inaugurate  either,  the  other  will  be  subject  to  seri¬ 
ous  and  possibly  intolerable  strains.^ 

While  the  Bretton  Wcxxls  program  is  bold  and 
venturesome  in  that  it  attempts  to  develop  finan¬ 
cial  cooperation  on  an  international  scale  and  on 
the  basis  of  binding  commitments,  the  detail  with 
which  the  plan  is  elaborated,  and  the  extent  to 
which  all  participating  representatives  agreed  to 
the  final  draft  both  in  its  broad  outlines  and  in  its 
specific  provisions,  give  some  indication  of  their 
belief  that  the  program  is  a  practical  one. 

Reduced  to  the  simplest  terms,  the  Fund  project 
tries  to  knit  together  nations  much  as  states  or 
provinces  within  a  country  are  bound  together  by 
a  single  price  structure  and  a  money  which  is  freely 
interchangeable.  The  Bank  project  is  a  carefully 
guarded  plan  to  permit  a  limited  amount  of  pool¬ 
ing  of  capital  resources  so  that  production  may  re¬ 
vive  throughout  member  nations. 


I  early  plans  for  international  banks 

Many  schemes  for  international  financial  coopera- 
!  tion  have  been  developed  in  the  past.  Some  of  these 
have  stressed  the  idea  of  an  international  monetary 
unit  to  facilitate  the  flow  of  goods  between  Conn¬ 
ie  tries,  others  emphasized  the  use  of  international 
1  2-  See  p.  146. 


lending  power  for  developing  backward  areas.^ 

The  most  serious  attempt  to  achieve  some  of  the 
aims  set  forth  at  Bretton  Wotxls  for  the  Fund  and 
the  Bank  was  developed  as  a  result  of  the  Young 
Plan  Conference  in  Paris  in  1929.  This  conference 
held  its  first  session  on  February  ii,  1929.  After 
many  weeks  of  negotiation,  and  consideration  of 
various  plans  for  settling  the  reparation  question, 
it  was  decided  to  establish  a  special  institution 
called  the  Bank  for  International  Settlements. 
Many  of  the  proponents  of  these  plans  hoped  to 
make  the  founding  of  the  Bank  the  occasion  for 
providing  large  credits  which  would  aid  the  exports 
of  many  lands  and  facilitate  the  payment  of  all 
debts,  including  those  for  reparation. 

At  the  time  when  the  Bank  was  being  developed 
there  was,  however,  growing  uneasiness  in  some 
quarters  over  the  amount  of  foreign  credits  which 
had  already  been  issued,  and  fear  concerning  the 
possibilities  of  repayment.  International  financial 
consultations  were  informal.  Although  central 
bankers  had  formed  a  habit  of  conferring  together 
at  irregular  intervals,  they  could  not  bind  their  gov¬ 
ernments  to  act  in  accordance  with  any  fixed  plan. 
Because  of  the  doubts  and  uncertainties  which  di¬ 
vided  economic  opinion  before  the  world  depres¬ 
sion,  the  conservatives  won  out  in  the  Paris  dis¬ 
cussions  of  1929,  and  the  Bank  for  International 
Settlements  was  given  limited  functions  on  the 
theory  that,  with  experience,  it  could  expand  both 
its  membership  and  its  activities. 

THE  BANK  FOR  INTERNATIONAL  SETTLEMENTS 

The  Bank  for  International  Settlements,  as 
founded  in  1930  with  headquarters  in  Basle,  Switz¬ 
erland,  was  tied  closely  to  the  gold  standard,  was 
unable  to  create  credit,  and  was  based  on  mem¬ 
bership,  at  the  outset,  of  the  seven  principal  found¬ 
ing  countries,  with  the  United  States  refusing  to 
participate. 

The  directors,  meeting  as  scheduled  and  consid¬ 
ering  the  framework  laid  down  for  them,  were 
conscious  of  the  restrictions  placed  upon  them  with 
respect  to  exchange  and  credit  opieration.  They  de¬ 
cided  to  adopt  a  policy  which  virtually  excluded 
exchange  risks,  and  limited  the  type  of  security  in 
which  its  funds  were  placed  to  those  of  a  highly 
liquid  character.  They  chose  to  develop  the  new 
institution  cautiously,  and  with  as  much  economic 
agreement  among  its  members  as  possible. 

During  its  first  year  the  Bank  for  International 
Settlements  was  able  to  perform  a  number  of  ad- 

3.  See  E.leanor  Lansinjj  Dulles,  The  Banl(  for  International 
Settlements  at  Worl{  (New  York,  Macmillan,  1933),  pp.  14-17. 
Sec  also  Paul  KinziR,  The  Banh,  for  International  Settlements 
(New  York,  Macmillan,  1930). 
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visory  functions,  to  assist  in  exchange  stabilization, 
and  to  place  its  funds  ill  such  a  way  as  to  assist 
the  money  markets  of  some  of  the  weaker  members. 
A  number  of  countries  joined  the  Bank  and  its 
contacts  expanded  among  both  members  and  non- 
members.  Its  development,  while  slow,  was  busi¬ 
nesslike,  and  was  not  challenged  by  the  financial 
authorities  of  any  country.  It  labored  under  the 
handicap  of  its  war  heritage  and  was  referred  to 
frequently  as  a  “reparation  bank,”  but  it  managed 
to  create  a  non-political  atmosphere  in  its  meetings. 
It  became  not  only  a  bankers’  club  for  those  who 
were  accustomed  to  dominate  large  financial  cen¬ 
ters  but  also  a  place  of  consultation  for  representa¬ 
tives  of  the  newer  and  weaker  central  banks. 

Political  and  economic  disaster  were  destined  to 
overwhelm  the  new  Bank  before  it  had  completed 
two  years  of  operation,  at  the  very  time  when  it 
was  planning  to  develop  a  more  active  role  in  the 
fields  of  exchange  stabilization  and  of  gold  clear¬ 
ing,  and  was  maturing  its  policies  with  regard  to 
short-term  credits.  The  closing  of  the  Kredit- 
Anstalt  in  Austria,  and  the  subsequent  freezing  of 
European  credits,  led  to  financial  collapse  and 
abandonment  of  the  gold  standard  in  England. 

From  September  1931  on — and  after  the  coming 
to  power  of  Hitler,  and  the  development  of  Nazi 
economic  restrictions  and  techniques  which  had 
a  contagious  influence  over  all  world  trade — the 
position  of  the  Bank  for  International  Settlements 
became  hopeless.  While  efforts  were  made  to  keep 
the  institution  alive,  its  activities  were  reduced  to 
those  of  a  minor  agency  for  replacing  limited 
credits  in  a  few  European  markets,  holding  gold 
for  some  of  its  members,  and  for  advice  and  com¬ 
munications.  Then,  after  the  confused  and  fre¬ 
quently  misunderstood  episode  of  the  transfer  of 
gold  through  the  Bank  for  International  Settle¬ 
ments  from  the  Bank  of  England  to  the  German- 
dominated  Czech  institution,  it  lost  virtually  all  its 
non-Axis  support. 

It  is  essential,  for  a  correct  appraisal  of  the  fu¬ 
ture,  to  note  some  reasons  why  the  Bank  effort 
failed  and  to  underscore  the  difference  in  the  ap¬ 
proach  to  the  problem  of  international  finance 
which  it  represented  and  that  envisaged  in  Bretton 
Woods  plans:  (i)  The  Bank  for  International 
Settlements  had  its  origin  in  the  hotly  contested 
problem  of  reparation;  (2)  Our  government  was 
not  a  participant;  (3)  The  Bank  had  neither 
the  authority  nor  the  resources  to  stabilize  ex¬ 
changes;  (4)  It  was  the  agent  of  central  banks  of 
members,  and  was  not  fully  supported  by  their 
governments;  (5)  Its  funds  were  limited;  (6)  It 
was  developed  in  a  decade  when  economic  war¬ 


fare  was  rife;  and  (7)  Its  leadership  was  cautious 
and  tentative,  rather  than  bold  and  determined.  It 
could  not  take  any  aggressive  steps  to  counter  the 
sweep  of  the  depression  which  overwhelmed  it  be¬ 
fore  it  was  fully  established.  The  most  striking 
sign  of  complete  loss  of  faith  in  the  plan  initiated 
at  Paris  in  1929  and  in  the  Bank  was  the  desire  for 
its  liquidation  expressed  in  1944  at  Bretton  Woods 
and  elsewhere.^ 

FINANCIAL  ABNORMALITIES  OF  THE  PRE-WAR  DECADE 

The  period  between  1931  and  the  outbreak  of 
World  War  II  was  characterized  by  comprehen¬ 
sive  and  almost  universal  restrictions  on  exchange 
transactions,  by  multiple  currency  practices,  by  eco¬ 
nomic  warfare,  and  by  a  control  of  international 
trade  designed  to  support  government-dominated 
programs  of  production  and,  in  the  case  of  Ger¬ 
many,  rearmament. 

The  degree  of  stability  of  exchange  rates  which 
prevailed  was  the  result  of  special  and  largely  na¬ 
tionalistic  measures.  There  were,  however,  a  num¬ 
ber  of  exchange  agreements,  notably  the  Tripartite 
Agreement  of  1936,  which  represented  an  attempt 
by  the  United  States,  Britain  and  France  to  arrange 
for  the  interchange  of  funds  at  stable  rates.  It  was 
inevitable  that  large  idle  balances  should  accum¬ 
ulate  in  a  few  centers,  notably  London  and  New 
York,  and  that  with  the  outbreak  of  the  war  these 
balances  should  be  frozen.  Thus  the  difficulties 
which  became  conspicuous  in  1931  proved  increas¬ 
ingly  disturbing  to  trade  and  investment,  and  the 
world  of  international  finance  was  broken  up  into 
a  series  of  compartments  with  little  possibility  of 
interchange.  The  very  essence  of  world  economic 
relations  was  destroyed,  and  what  was  left  was  a 
confusion  which  it  will  be  difficult  to  end  after  the 
war  even  under  the  very  best  circumstances. 

ORIGIN  OF  THE  BRETTON  WOODS  PLAN 

The  Bretton  Woods  plan,  with  its  two-sided  ap¬ 
proach  to  the  financial  problem,  had  a  number  of 
forerunners  of  varying  significance  for  the  pro¬ 
posals  ultimately  adopted.  There  were  proposals 
by  Professor  Milhaud^®  and  Lord  Keynes'  in  the 
early  thirties,  as  well  as  numerous  other  plans  be¬ 
fore  and  after  the  Paris  conference  which  gave 
rise  to  the  Bank  for  International  Settlements. 
There  was  a  proposal  by  Herbert  Feis  for  a  pool¬ 
ing  of  funds  to  finance  foreign  trade.'*  There  were 
various  conversations  and  articles  regarding  the 

4.  See  Final  Act,  July  22,  1944,  p.  14. 

4a.  F-dgar  Milhaud,  Im  Compensation  Organisee  (Paris,  1935)' 

5.  “The  Means  to  Prosperity"  (London,  Macmillan,  1933)- 
5a.  Herbert  Feis,  ‘‘Restoring  Trade  After  the  War,"  Foreign 
Affairs  (New  York),  January  1942. 
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nature  of  the  techniques  used  in  the  stabilization 
funds  and  their  possible  extension.  In  a  very  real 
sense,  however,  the  Keynes  and  White  Plans  of 
1942  were  innovations  and  must  be  considered  as 
distinct  steps  forward  as  compared  with  these  early 
beginnings.  To  a  considerable  extent,  their  early 
formulations  were  distinct,  and  their  appearance 
at  approximately  the  same  time  a  reflection  of 
general  awareness  of  the  urgency  of  the  problem. 

In  London  there  were,  in  1941  and  1942  par¬ 
ticularly,  discussions  of  the  Schumacher  Plan  for  a 
pooled  clearing.  Meanwhile,  in  Washington  the 
first  draft  of  the  White  Plan  had  been  made 
available  on  a  restricted  basis  in  the  spring  of  1942. 
Thus,  from  the  early  summer  of  that  year  and  until 
the  Bretton  Woods  Conference,  increasing  num¬ 
bers  of  financial  economists  and  others  were  oc¬ 
cupied  with  consideration  of  the  two  approaches  to 
finance  and  international  economic  measures,  and 
were  concerned  with  arriving  at  a  common  basis 
for  action.  This  common  basis  later  t(X)k  the  form 
of  the  Joint  Statement  of  April  21,  1944.^ 

The  Joint  Statement  covered  only  the  Fund  plan 
for  current  account  transactions  and  did  not  in¬ 
clude  longer-term  financing.  The  White  Plan  of 
early  1942  had  been  presented  in  two  parts.  The 
first  covered  short-term  financing,  and  the  second 
provided  for  a  Bank  for  Reconstruction  and  De- 
velopment  of  the  United  and  Associated  Nations, 
i  The  Keynes  Plan,  while  not  designed  primarily  to 
facilitate  capital  transactions,’  had  considerable 
scope  and  flexibility  by  means  of  the  overdraft  prin¬ 
ciple,  and  within  its  framework  could  have  per¬ 
mitted  the  extension  of  credits  which  would  not 
■  have  been  repaid  for  a  considerable  period.  The 
publication  of  the  Joint  Statement,  issued  in  both 
;  London  and  New  York,  thus  marked  the  end  of 
the  first  stage  of  preparation  for  the  Bretton  Woods 
'  program  and  the  bringing  together  of  the  two 
projects. 

the  KEYNES  AND  WHITE  PLANS 

I  Before  considering  the  later  development  of  these 
plans,  further  comment  on  the  conversations  be¬ 
tween  experts  is  necessary.  Both  the  so-called  White 
I  Plan,  issued  by  Dr.  Harry  White  of  the  Treasury, 
!  and  the  plan  prepared  by  Lord  Keynes  were  pre¬ 
sented  tentatively  and  without  definite  official  sup¬ 
port.  The  Keynes  Plan,  being  in  many  respects  the 
simpler  and  more  attractive,  provided  a  clearing 
in  which  the  credits  arising  from  exports  could 
be  held  in  suspense  and  theoretically  liquidated  at 

6-  See  p.  142. 

7-  See  International  Clearing  Union  (New  York,  British  In¬ 
formation  Service,  April  8,  1943),  p.  18. 


some  later  date  by  goods  flowing  in  the  opposite 
direction  as  imports.  The  central  bank  of  each  ex¬ 
porting  country  could  pay  for  the  g(X)ds  shipped 
from  the  country,  and  the  central  bank  of  each 
importing  country  could  collect  the  cost  of  the 
goods  from  the  purchaser.  The  limits  to  the 
amount  of  imports  to  be  financed  in  this  way 
would  be  set  on  the  basis  of  a  formula  for  quotas 
for  members,  the  total  thus  established  to  be  ap¬ 
proximately  equivalent  to  exports  plus  imports. 
Rough  calculations  as  to  the  amount  of  short-term 
credit  which  might  be  extended  on  this  basis  varied 
from  25  to  30  million  dollars  upward  as  a  total. 
All  accounts  would  be  carried  in  bancor,  a  mon¬ 
etary  unit,  which  was  to  have  a  fixed  value  in 
terms  of  gold.  The  members  would  tie  their  cur¬ 
rencies  to  this  unit  at  a  constant  rate,  varying  it 
only  under  prescribed  conditions. 

The  White  Plan,  while  designed  to  meet  the 
same  basic  needs,  differed  substantially  in  the 
means  to  be  provided.  The  Fund  was  to  be  based 
on  contributions  in  gold  and  national  currencies 
totaling  $5  billion  (later  raised  to  $8.8  billion).  The 
resources  thus  constituted  would  provide  a  variety 
of  currencies,  and  would  be  available  to  member 
countries  in  a  ratio  corresponding  to  their  contribu¬ 
tion.  The  White  proposal,  therefore,  constituted  a 
limited  pooling  of  assets  while  granting  a  certain 
amount  of  drawing  power  for  settlements  on  in¬ 
ternational  account.  Fund  accounts  were  to  be 
carried  in  terms  of  a  monetary  unit  to  be  known 
as  unitas.  The  original  version  of  the  Fund  also 
contained  a  provision  for  gradual  liquidation  of 
blocked  balances,  which  was  omitted  in  the  later 
stages  of  discussion. 

Thus,  while  the  two  plans  differed  from  each 
other  in  a  number  of  respects,  the  differences  have 
little  more  than  academic  interest  now,  because 
both  have  been  subject  to  considerable  revision.  In 
summary,  the  Keynes  Plan  seemed  to  be  more  flex¬ 
ible  and  simpler  in  operation,  but  of  too  novel  and 
ambitious  a  character  to  win  support.  The  White 
Plan,  calling  for  contributions  in  gold,  was  more 
restricted,  and  in  its  first  draft  appeared  inadequate 
to  meet  post-war  financial  strains.  The  procedure 
by  which  the  two  were  merged  has  considerable 
interest  in  connection  with  the  achievement  of  eco¬ 
nomic  collaboration  in  other  fields.. 

THE  CONVERSATIONS  OF  1 943 

After  publication  of  the  British  and  American 
plans  in  1943,  correspondence  with  a  number  of 
governments  informed  them  that  an  attempt  would 
be  made  to  explore  further  the  technical  possibil¬ 
ities  of  an  international  financial  action.  As  a  result 
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of  these  communications,  a  series  of  informal  meet- 
,  ings  of  technical  experts  were  held  in  Washing¬ 
ton  in  June  1943  and  later.  Experts  of  seventeen 
countries*^  took  part  in  these  conversations.  Ques¬ 
tions  and  answers  revealed  their  concern  over  a 
number  of  points — such  as  the  willingness  of  coun¬ 
tries  to  contribute  gold,  fear  of  unlimited  inflation, 
the  special  needs  of  occupied  countries,  apprehen¬ 
sion  lest  international  policies  should  force  defla¬ 
tion  on  any  country,  insistent  emphasis  on  the  im¬ 
portance  of  the  creditor  country,  and  the  desir¬ 
ability  of  avoiding  deflationary  measures  initiated 
to  exact  payment  from  the  debtor. 

Shortly  after  the  conclusion  of  these  multilateral 
conversations  a  new  draft  of  the  White  Plan  was 
issued,  dated  July  10,  1943.  This  draft  embodied 
some  of  the  results  of  the  experts’  suggestions,  and 
was  in  fact  closer  to  the  Keynes  proposal.  Soon 
after  this  plan  was  made  available,  American  ex¬ 
perts  met  in  successive  bilateral  conversations  with 
the  experts  of  Britain,  Russia  and  other  nations. 
Conversations  with  the  British  were  long  and 
searching,  and  led  to  a  number  of  inquiries  of 
financial  authorities  in  London  and  elsewhere. 
After  a  series  of  meetings,  the  points  of  agreement 
and  of  difference  between  the  Americans  and  Brit¬ 
ish  were  summarized  in  an  informal  document. 
The  points  of  agreement  were  then  scrutinized  and 
discussed  for  a  period  of  months,  and  notes  of  an 
informal  character  were  exchanged  on  the  un¬ 
settled  problems.^  The  result  was  the  publication, 
on  April  21,  1944,  of  a  Joint  Statement  by  Experts 
on  the  Establishment  of  an  International  Monetary 
Fund  of  the  United  and  Associated  Nations.  This 
document,  together  with  that  of  July  10,  1943,  were 
basic  materials  for  the  final  plan. 

During  these  discussions  it  was  understood  that, 
although  the  Fund  was  carried  along  in  advance 
of  the  Bank,  every  effort  would  be  made  to  bring 
forward  an  acceptable  proposal  on  a  combination 
of  institutions  aimed  to  provide  for  short-  and  long¬ 
term  financing  in  a  coordinated  fashion.  Thus,  a 
considerable  measure  of  agreement  had  been 
reached  before  the  spring  of  1944. 

PLANS  FOR  THE  BRETTON  WOODS  CONFERENCE 

Invitations  for  an  international  monetary  con¬ 
ference  were  issued  by  the  United  States  to  forty- 
four  governments,  asking  them  to  send  represen¬ 
tatives  to  consider  the  institution  of  a  Fund  and 

8.  Belgium,  Brazil,  Canada,  China,  Czechoslovakia,  Fxuador, 
Egypt,  France,  Luxemburg,  Netherlands,  Norway,  Paraguay, 
Philippines,  Poland,  United  Kingdom,  United  States  and  Ven¬ 
ezuela. 

9.  Reference  should  be  made  also  to  the  Canadian  plan  made 
available  in  1943,  which  was  in  a  sense  a  compromise  between 
the  Keynes  and  White  plans.  The  experts  defending  it  exerted 
a  constructive  influence  on  the  whole  undertaking. 


a  Bank.  The  response  made  possible  the  calling  of 
the  conference  in  Bretton  Woods,  New  Hampshire, 
on  July  I,  1944.  For  a  little  over  two  weeks  before 
the  formal  meeting,  financial  experts  of  most  of 
the  invited  governments  met  in  Atlantic  City  to 
prepare  draft  documents  for  submission  to  the 
conference.'” 

THE  BRETTON  WOODS  CONFERENCE 

Forty-four  nations  sent  their  representatives  and 
experts  to  the  conference,  many  of  them  traveling 
thousands  of  miles  to  be  present."  There  were  also 
some  seven  or  eight  hundred  delegates,  advisers 
and  technicians.  The  conference  convened  at  a 
plenary  meeting  on  July  i  and  closed  its  sessions 
on  July  22  with  the  signing  of  the  Final  Act,  which 
outlined  the  proceedings  and  included  the  details 
of  agreement  that  were  to  be  placed  before  the 
various  governments.  The  plenary  sessions  were 
open  to  the  press,  and  there  was  fairly  full  report¬ 
ing  not  only  of  the  public  sessions  but  also  of  some 
of  the  less  formal  discussions. 

The  conference  at  the  outset  elected  Secretary 
Henry  Morgenthau,  Jr.,  president  of  the  confer¬ 
ence  and  set  up  three  main  commissions.  Other 
leading  officers  included:  Commission  I,  Harry  j 
White,  Chairman,  considering  the  Fund;  Com- j 
mission  II,  Lord  Keynes,  Chairman,  considering » 
the  Bank;  Commission  III,  Eduardo  Suarez  (Mex- : 
ico),  Chairman,  considering  other  means  of  inter¬ 
national  financial  cooperation.  The  two  main  com¬ 
missions  set  up  four  committees  on:  Purposes  and 
Policies;  Operations;  Organization  and  Manage-  , 
ment;  and  Form  and  Status.  The  various  commit-  j 
tees  of  Commission  I  met  continuously  over  a 
{■>eriod  of  ten  days  in  order  to  make  as  rapid  prog-  i 
ress  as  possible  with  the  provisions  of  the  Fund.  ! 
The  various  articles  of  the  document  of  July  i  were  j 
divided  among  the  committees  as  the  agenda  for  ' 
their  work.  Meanwhile,  the  draft  document  on  the  | 
Bank,  dated  July  lo,  was  prepared  and  put  before  i 
the  conference.  Thus,  Commission  II  began  its 
sessions  somewhat  later  than  Commission  I  and  | 
proceeded  along  much  the  same  plan. 

10.  Questions  and  Answers  on  the  Fund;  a  similar  document 
on  the  Bank  (not  available  until  July  10);  and  Preliminary  Draft  i 
of  Suggested  Articles  of  Agreement  for  the  Establishment  of  an 
International  Monetary  Fund,  fitly  /. 

11.  Australia,  Belgium,  Bolivia,  Brazil,  Canada,  Chile,  China, 
Oilombia,  Costa  Rica,  Cuba,  Czechoslovakia,  Dominican  Re¬ 
public,  Ecuador,  Egypt,  El  Salvador,  Ethiopia,  the  French  Dele¬ 
gation,  (Ireece,  Guatemala,  Haiti,  Honduras,  Iceland,  India. 
Iran,  Iraq,  Liberia,  Luxemburg,  Mexico,  Netherlands,  New 
Zealand,  Nicaragua,  Norway,  Panama,  Paraguay,  Peru,  Philip¬ 
pine  Commonwealth,  Poland,  Union  of  South  Africa,  Union 
of  Soviet  SiK'ialist  Republics,  United  Kingdom,  United  States 
of  America,  Uruguay,  Venezuela,  and  Yugoslavia.  By  special 
invitation,  the  Danish  Minister  was  invited  to  attend  the  con¬ 
ference  in  his  personal  capacity. 
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POINTS  OF  CONTROVERSY  WITH  RESPECT  TO  FUND 

It  was  apparent  early  in  the  conference  that  a 
number  of  questions  were  bound  to  be  critical  to 
the  attainment  of  a  common  agreement  with  re¬ 
spect  to  the  Fund.  These  related  mainly  to  the  fol¬ 
lowing  questions:  (i)  The  amount  of  each  coun¬ 
try’s  gold  contribution  to  the  Fund;  (2)  The  man¬ 
ner  in  which  the  par  value  of  its  currency  would  be 
fixed;  (3)  The  conditions  under  which  the  ex¬ 
change  value  of  the  currency  could  be  altered; 
(4)  The  quotas,  and  control  and  voting  which 
would  be  provided  for;  (5)  The  extent  to  which 
restrictions  on  trade  and  finance  would  be  per¬ 
mitted;  and  (6)  The  manner  in  which  rhultilateral 
exchange  could  be  attained.  There  was  also  con¬ 
siderable  discussion  with  regard  to  the  location  of 
the  Bank,  and  where  gold  would  be  held. 

Reservations  were  made  on  some  aspects  of  all 
these  points  and  other  lesser  points,  but  it  was 
agreed  that  reservations  on  the  Fund  need  not  be 
embodied  in  the  Final  Act  but  merely  incorporated 
in  the  minutes.  Thus,  they  constituted  precaution¬ 
ary  statements  and  did  not  become  in  any  sense 
amendments  or  modifications  of  the  plan  itself.  On 
all  the  main  provisions  as  modified  during  the  con¬ 
ference  there  was  unanimous  agreement — a  degree 
of  unanimity  surpassing  the  most  optimistic  ex¬ 
pectations  of  the  experts. 

PLACE  OF  GOLD  IN  THE  FUND 

Much  interest  naturally  surrounded  the  place  of 
gold  in  the  Fund,  and  the  conditions  and  amounts 
of  contributions.  The  Fund  plan  has  been  criticized 
in  two  main  respects,  the  criticisms  being  in  con¬ 
flict  with  each  other.  Some  have  contended  that 
the  plan  is  too  closely  tied  to  gold  and  is  a  virtual 
attempt  to  restore  the  gold  standard.  Others  have 
argued  that  the  Fund  permits  too  much  flexibility 
and  too  easy  alteration  in  exchange  rates. 

The  course  of  deliberations  at  Bretton  Woods 
throws  some  light  on  these  two  opposing  views. 
The  keenest  attention  was  directed  to  original  gold 
contributions  and  also  to  later  payments  of  gold 
acquisitions  by  members.  The  general  attitude  of 
most  of  the  representatives  was  that,  while  it  was 
for  the  general  good  to  have  a  substantial  amount 
of  gold  in  the  Fund,  each  country  must  also  hold 
gold  outside  and  protect  its  reserves  to  the  maxi¬ 
mum  possible  extent.  The  desire  to  have  gold  in 
the  Fund  was  a  unanimous  recognition  of  its  im¬ 
portance  as  a  means  of  multilateral  payments. 
There  was,  in  fact,  little  indication  of  a  desire 
to  abandon  gold  as  an  instrument  in  international 
finance  and  a  recognition  of  its  usefulness — always 
provided  the  links  to  gold  would  not  be  excessively 


binding  and  unchangeable. 

There  is  little  inconsistency  between  this  attitude 
toward  gold  and  the  desire  to  provide  for  changes 
in  the  exchange  rates  between  members.  The  fixing 
of  initial  par  values  was  regarded  as  a  very  difficult 
task.  The  uncertainties  facing  many  countries  were 
fully  recognized,  and  the  impossibility  in  the  future 
of  forcing  deflation  to  maintain  an  unduly  high 
rate  was  urged  as  a  major  consideration.  No  dele¬ 
gate  showed  any  willingness  to  accept  an  iron¬ 
clad  commitment  to  hold  to  a  prescribed  rate  if 
circumstances  showed  it  prevented  an  internal  pol¬ 
icy  of  public  works,  stimulation  of  employment,  or 
readjustment  in  the  national  interest. 

While  gold  was  accepted  as  an  instrument,  there 
was  unmistakable  evidence  that  the  value  of  a  na¬ 
tional  currency  in  terms  of  gold  could  not  be  held 
unchangeable.  A  recognition  existed  of  the  tenta¬ 
tive  nature  of  the  initial  rates  but  no  wide-open 
provision  was  made  for  large-scale  changes.  Rates 
are  not  called  tentative.  Changes  must  be  notified 
to  the  Fund  and  changes  beyond  10  per  cent  call 
for  special  procedures.  It  is  to  be  presumed  that 
the  general  safeguards  and  precautions,  the  condi¬ 
tions  surrounding  recourse  to  the  Fund,  and  the 
availability  of  exchange  all  serve  as  added  pro¬ 
tections. 

NATIONAL  QUOTAS 

The  struggle  over  quotas,  fully  described  in  the 
press,  was  in  fact  somewhat  exaggerated.  It  was 
clear  that,  once  a  scale  was  developed  to  limit  the 
extent  to  which  each  country  might  draw  on  the 
Fund,  there  would  be  an  effort  on  the  part  of  most 
countries  to  improve  their  positions.  It  was  well 
recognized  in  most  cases,  however,  that  substantial 
changes  in  the  position  of  any  country  altered  its 
position  in  comparison  with  other  countries,  and 
that  from  this  point  of  view  changes  could  not  be 
made  to  the  benefit  of  all.  Thus,  the  maneuvering 
that  did  take  place  with  respect  to  each  country’s 
share  must  he  regarded  as  more  political  than  eco¬ 
nomic  in  character. 

In  the  original  drafts  there  had  been  attempts 
to  base  quotas  on  objective  economic  criteria.  In  the 
Fund  the  first  plan  had  been  to  use  national  in¬ 
come  as  a  controlling  index.  In  the  Keynes  Plan 
foreign  trade  had  been  similarly  used.  After  dis¬ 
cussions  with  various  countries  it  developed  that 
both  these  factors,  as  well  as  several  others,  were 
relevant.  Attempts  were  then  made  to  combine 
several  economic  indices,  but  the  result  was  con¬ 
fused  and  somewhat  unsatisfactory.  In  the  end, 
therefore,  consideration  was  given  to  a  number 
of  economic  factors,  and  the  composite  result  was 
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the  basis  for  negotiation — a  basis  admittedly  diffi¬ 
cult  to  defend  on  a  purely  academic  basis.  While 
many  continue  to  hope  that  an  automatic  standard 
can  be  applied,  it  is  clear  that  in  a  period  of  such 
far-reaching  change,  the  past  situation  of  no  coun¬ 
try  could  be  taken  as  an  absolute  guide  to  its  fu¬ 
ture  circumstances.  A  Fund  designed  to  change 
conditions  and  improve  the  position  particularly 
of  some  of  the  weaker  countries  could  scarcely  be 
tied  to  pre-war  conditions  even  if  absolutely  reli¬ 
able  statistics  were  available. 

Thus,  although  there  was  considerable  discussion 
of  quotas  at  Bretton  Woods,  the  difficulties  in  this 
respect  were  somewhat  more  apparent  than  real, 
even  though  quotas  will  determine  the  controlling 
interest  in  the  Fund  as  well  as  the  use  of  its  assets. 

EARLY  POST-WAR  ARRANGEMENTS 

From  the  very  outset,  critics  of  the  plan,  notably 
J.  H.  Williams  and  Jacob  Viner,  called  attention  to 
the  different  type  of  arrangements  needed  for  the 
early  post-war  period  as  compared  with  more  nor¬ 
mal  times.  The  discussion  of  this  matter  was  keen 
and  often  heated.  It  focused  mainly  on  the  gold 
contributions  of  war-damaged  countries  and  on 
the  “initial  determination  of  par  values”  for  coun¬ 
tries  affected  by  the  war.  There  was  also  consider¬ 
able  discussion  with  respect  to  the  possibility  of 
access  to  the  Fund  in  the  early  period  by  countries 
whose  entire  economies  had  been  wrecked  by  war 
disturbances.'^  After  considerable  discussion,  flex¬ 
ible  provisions  were  introduced  into  the  plan  pro¬ 
viding  for  special  circumstances,  and  also  giving 
some  leeway  to  members  and  management  in  de¬ 
termining  the  conditions  under  which  contribution 
should  be  made,  the  setting  of  rates,  availability  of 
the  resources  of  the  Fund,  and  changes  in  values. 
It  was  agreed  that  there  should  be  no  “provisional 
rates,”  but  that  possibilities  of  readjustment  should 
not  be  excluded.  Thus,  measures  were  outlined  to 
reduce  as  far  as  possible  speculation  with  regard  to 
changes  in  exchange  values,  and  to  leave  the  possi¬ 
bility  of  maintenance  of  the  initial  rates.  The  pro- 
pf)sal  sponsored  by  a  number  of  devastated  coun¬ 
tries  to  reduce  the  gold  contribution  25  per  cent 
was  rejected.'^ 

SCARCE  CURRENCIES 

It  was  recognized  throughout  the  discussions  that 
the  need  for  the  Fund  lies  to  a  considerable  extent 
in  the  fact  that  a  few  of  the  world’s  senior  curren¬ 
cies  have  tended  in  recent  years  to  become  scarce. 
This  applied  to  both  the  United  States  dollar  and 

12.  See  Louis  Rasminsky,  “International  Credit  and  Currency 
Plans,”  Foreign  Affairs.  July  1944. 

13.  Sec  Final  Act.  cited. 


the  British  pound  in  the  twenties  and  thirties,  but 
more  recently  affects  particularly  the  dollar.  There¬ 
fore,  from  a  technical  angle,  the  critical  problem 
in  the  Fund  is  to  prevent,  as  far  as  possible,  the 
scarcity  of  the  dollar  and  to  make  it  or  any  other 
currency,  which  subsequently  becomes  scarce,  avail¬ 
able  on  an  equitable  basis  to  all  trading  nations. 

The  controversy  over  quotas  was  considered  by 
some  to  be  largely  a  question  as  to  how  many 
dollars  would  be  available.  For  this  reason  Article 
VII  of  the  agreement  was  hotly  debated.  Consider¬ 
able  attention  was  given  to  the  measures  to  be 
taken  when  dollars  or  other  currencies  are  about 
to  become  scarce.  It  was  recognized  that  in  such  cir¬ 
cumstances  it  might  be  necessary  to  have  ration¬ 
ing  of  remaining  supplies,  and  also  to  provide  for 
approval  by  the  Fund  of  measures  by  debtor  coun¬ 
tries  to  prevent  exchange  disturbance  due  to  con¬ 
tinued  exports  from  creditor  countries  whose  cur¬ 
rencies  have  become  scarce.  Various  provisions  of 
the  Fund  were  outlined,  however,  to  prevent  the 
more  extreme  measures.  Moreover  the  purposes  of 
the  Fund,  to  which  members  subscribe,  indicate 
the  readiness  of  potential  creditor  countries  to  pre¬ 
vent  the  excessive  strains  which  come  from  long- 
continued  export  balances  and  to  encourage  com¬ 
pensating  flows  of  imports.  It  was  judged  by  most 
of  those  who  have  examined  the  development  of 
the  plan  that  the  Fund  alone  could  not  provide  any 
absolute  guarantee  against  such  unbalanced  com¬ 
mercial  tendencies,  but  that  wise  management  and 
flexible  provisions  could  do  much  to  prevent  ex¬ 
treme  situations. 

OBLIGATIONS  OF  MEMBERS 

In  line  with  these  purposes,  members  were,  there¬ 
fore,  obliged  to  cooperate  with  the  Fund  in  making 
their  currencies  available  as  far  as  this  cooperation 
was  consistent  with  their  domestic  policies,  and  to 
promote  the  stability  of  their  currencies  in  terms  of 
gold  and  support  the  general  structure  of  exchange 
rates  as  determined  in  agreement  with  the  Fund. 
There  is  also  a  general  commitment  not  to  impose 
financial  and  trade  restrictions  contrary  to  the 
purposes  of  the  Fund.  In  addition,  members  arc 
bound  to  turn  over  annually  to  the  Fund  half  of 
the  increases  in  their  gold  reserves  under  circum¬ 
stances  specified,'^  thus  sharing  the  benefits  of 
“favorable”  trade  with  the  Fund. 

The  members  agreed  to  a  number  of  other 
specific  conditions.  They  are  to  furnish  the  Fund 
with  information  on  the  balance  of  payments  and 
with  other  financial  and  economic  data.  They  arc 
to  notify  the  Fund  under  specified  conditions  with 

14.  Article  V,  Section  7(b). 
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respect  to  any  proposed  changes  in  par  values.  They 
arc  to  avoid  discriminatory  currency  practices  and 
to  maintain  the  freedom  of  newly  acquired  foreign 
balances  arising  out  of  current  account  transactions. 

In  general,  the  plan  consists  of  a  comprehensive 
agreement  to  collaborate  and  to  facilitate  the  easy 
transfer  of  funds.  Without  a  sincere  acceptance  of 
the  general  provision,  a  member  might  easily  in¬ 
terfere  with  the  more  specific  techniques  and  de¬ 
vices.  In  such  circumstances,  the  Fund  would  have 
to  take  disciplinary  action  and  deny  its  resources 
to  recalcitrant  members.  Suspension  from  the  Fund 
was  made  subject  to  particular  conditions,  but  with¬ 
drawal  from  the  Fund  is  at  the  option  of  members 
and  was  made  easy  in  order  to  protect  the  rights 
of  individual  nations  and  prevent  undue  interfer¬ 
ence  in  national  policies. 

ADVANTAGES  AND  LIMITATIONS  OF  THE  FUND 

The  advantages  which  members  derive  from  the 
Fund  are,  therefore,  both  general  and  particular. 
Each  country  has  a  right  to  draw  on  a  diversified 
pool  of  resources,  and  has  a  partial  guarantee  against 
competitive  depreciation.  The  advice  and  counsel 
of  the  group  are  available  as  guides  to  commercial 
and  financial  policy.  Similarly,  the  Fund  can  make 
plain  to  all  members  the  causes  of  difficulty  with 
respect  to  incipient  strains  and  excessive  credit  and 
debit  accounts.  There  is  a  degree  of  multilateralism 
in  international  payments  implicit  in  the  plan 
which  is  close  to  that  provided  in  rare  periods 
when  the  gold  standard  operated  effectively. 

The  limitations  on  the  power  of  the  Fund  arise 
out  of  the  fact  that  it  cannot  bring  about  an  equal¬ 
ity  of  production  costs,  living  standards,  and  value 
conditions  from  country  to  country.  It  cannot  di¬ 
rectly  do  more  than  give  a  breathing  space  to 
countries  with  unfavorable  trade  balances.  The 
Directors  and  Governor  are  not  authorized  to  take 
the  initiative  in  entering  the  money  markets  of  the 
world  for  the  purpose  of  buying  and  selling  cur¬ 
rencies  in  an  effort  to  force  stability.  They  rely  on 
the  genuine  cooperation  of  members  to  maintain 
par  values.  The  Fund  cannot  directly  control  gold 
production,  although  it  can  influence  the  factors 
which  determine  its  significance.  It  cannot  prevent 
speculation,  but  it  can  reduce  to  a  minimum  the 
idle  balances  held  by  residents  of  one  country  in 
the  banks  of  another. 

Since  the  Fund  cannot  prevent  the  withdrawal 
of  members  and  cannot  force  any  country  to  join, 
it  must  dcpiend  on  the  obvious  benefits  of  coopiera- 
tion  and  the  attractiveness  of  the  rights  of  members 
to  draw  on  the  Fund  to  gain  the  adherence  of  all 
the  countries  important  in  world  trade. 


THE  BANK  PLAN 

In  the  early  conversations,  as  well  as  later,  many 
of  the  experts  stressed  the  importance  of  having 
an  investment  and  development  institution  to  help 
bring  about  those  economic  conditions  which  are 
essential  to  sound  currency  stability  and  healthy 
trade.  It  was  generally  admitted  that  exchange 
stability  would  not  be  preserved  by  temporary  de¬ 
vices,  however  ingenious,  unless  production  and 
trade  were  revived.  It  was  clear  that  a  number  of 
member  countries  would  need  long-term  credit 
to  restore  their  devastated  plant  and  renew  their 
capital  equipment. 

As  already  indicated,  proposals  to  meet  these 
needs  were  advanced  at  the  same  time  as  those  for 
current  account  transactions  and  exchange  stabiliza¬ 
tion.  At  some  stages  of  the  two  preparatory  years 
they  received  less  attention,  but  they  were  never 
laid  aside.  At  Bretton  Woods  the  Preliminary 
Draft  Outline  of  a  Proposal  for  a  Bank  for  Re¬ 
construction  and  Development  (issued  by  the 
Treasury,  November  24,  1943),  a  document  called 
Questions  and  Answers  on  the  Bank,  and  a  draft 
proposal  of  July  4,  1944  were  the  basis  for  dis¬ 
cussions.  The  deliberations  were  carried  on  under 
Commission  II  and  its  various  committees,  meeting 
frequently  after  the  first  stage  of  work  on  the  Fund 
was  completed.  Lord  Keynes,  as  Chairman  of  the 
Commission,  skillfully  guided  the  conference  in 
this  part  of  its  work. 

In  some  ways  the  technical  problems  raised  by 
the  Bank  were  less  complicated  than  those  con¬ 
sidered  under  the  Fund.  The  basic  principles  were 
already  fairly  well  agreed.  The  questions  which 
remained  were  primarily  concerned  with  the  scope 
of  the  Bank’s  endeavors. 

There  was  a  substantial  difference  of  opinion, 
for  example,  over  the  amount  of  lending  the  Bank 
could  facilitate.’’  After  considerable  debate,  it  was 
agreed  that  the  “total  amount  outstanding  of  guar¬ 
antees,  participation  in  loans  and  direct  loans  made 
by  the  Bank  shall  not  be  increased  at  any  time,  if 
by  such  increase  the  total  would  exceed  100  per 
cent  of  the  unimpaired  subscribed  capital,  reserves 
and  surplus  of  the  Bank.”  Considerable  effort  had 
been  made  in  some  quarters  to  have  the  ratio  as 
high  as  150  or  200  per  cent,  but  the  dominant  opin¬ 
ion  was  that  the  resources  to  be  provided,  totaling 
in  the  end  $9.1  billion,  were  substantial  and  would 
call  for  careful  administration.  It  was  urged  that  a 
larger  potential  might  actually  discourage  lenders 
and  reduce  in  practice  the  scope  of  the  Bank’s 
activities. 

Another  problem  was  the  manner  in  which  the 
15.  Article  III,  Section  3. 


146 


BRETTON  WOODS  MONETARY  CONFERENCE — PLANS  AND  ACHIEVEMENTS 


Bank  would  handle  losses  incurred  and  the  man¬ 
ner  in  which  the  guarantees  would  become  effec¬ 
tive.**^  These  defaults  would  be  met  at  the  discre¬ 
tion  of  the  Bank  up  to  not  more  than  one  per  cent 
of  total  subscriptions  per  annum  out  of  each  mem¬ 
ber’s  unpaid  subscriptions. 

One  of  the  most  difficult  controversies,  which 
was  only  resolved  toward  the  end  of  the  confer¬ 
ence,  concerned  the  amount  of  each  country’s  con¬ 
tribution  to  the  Fund.  There  was  an  effort  on  the 
part  of  many  countries  to  reduce  the  amount  to 
be  put  into  the  Bank,  and  only  prolonged  nego¬ 
tiations  produced  a  schedule  acceptable  to  the  con¬ 
ference.  At  the  last  minute,  the  Russians  in  a  dra¬ 
matic  move,  having  gained  the  right  to  a  smaller 
quota  than  that  first  assigned — $900  million — in¬ 
creased  their  share  to  the  original  $1.2  billion. 

RELATION  OF  THE  BANK  TO  THE  FUND 

The  Bank  and  the  Fund  are  closely  related  to 
each  other  both  in  their  concept  and  in  their  or¬ 
ganization.  It  will  be  noted  in  Article  II  of  the 
Bank  plan  that  membership  in  the  Bank  is  open 
only  to  members  of  the  Fund.  It  is  also  notable  in 
Article  I  that  the  purposes  are  closely  related  and, 
in  fact,  somewhat  overlapping.  More  important 
than  these  interconnections,  however,  is  the  fact 
that  the  Bank  is  to  a  considerable  extent  dependent 
on  the  Fund,  and  the  Fund  on  the  Bank,  from 
the  point  of  view  of  the  economic  usefulness  of 
either.  While  there  are  provisions  in  the  Bank  plan 
for  making  good  losses  due  to  changes  in  value  of 
currencies,'^  it  is  clear  that  the  smooth  working 
of  long-term  investment  projects  is  greatly  en¬ 
hanced  if  currencies  loaned  preserve  their  value 
with  relatively  little  change.  It  is  also  true  that,  if 
the  Bank  is  not  created  and  if  no  similar  organiza¬ 
tion  is  adapted  to  [xrrform  its  functions,  the  Fund 
will  lie  subjected  to  excessive  strains  in  attempts  to 
substitute  short-term  funds  and  current-account 
transactions  for  long-term  advances. 

The  question  naturally  arises  then  whether,  if 
one  institution  fails  to  l>e  accepted  by  a  sufficient 
number  of  governments  and  dix^s  not  come  into 
existence,  the  other  can  function  effectively.  It  is 
difficult  now  to  foresee  the  exact  nature  of  the 
developments  which  would  follow  the  creation  of 
one  institution  without  the  other.  It  is  probable, 
however,  that  the  answer  to  the  question  would  be 
found  in  the  almost  inevitable  development  of  less 
permanent  and  less  comprehensive  efforts  at  inter¬ 
national  financial  coofieration  to  fill  the  gap  left 
and  to  meet  the  pressing  needs  for  which  the  Fund 

16.  Article  IV',  Section  7. 

17.  Article  II,  Section  9. 


or  Bank  is  designed.  Much  would  depend  on  the 
ingenuity  and  foresight  of  management  and  much 
on  the  intentions  of  the  governments  in  setting  up 
one  institution  while  failing  to  inaugurate  the 
other.  It  is  essential,  in  the  opinion  of  experts,  for 
nations  to  have  a  real  determination  to  cooperate 
not  only  in  these  particular  fields  but  also  in  re¬ 
spect  to  commercial  agreements,  commodities  ar¬ 
rangements,  cartels,  transportation,  and  in  other 
areas.  If  this  determination  to  arrive  at  constructive 
solutions  is  evident  in  practical  ways,  it  is  prob¬ 
able  that  the  failure  to  set  up  all  the  desirable  or¬ 
ganizations  and  permanent  bodies  is  not  a  serious 
menace  to  progress.  If,  however,  refusal  to  act 
along  these  lines  means  a  reluctance  to  engage  in 
practical  collaboration,  then  any  single  institution 
will  be  highly  vulnerable  to  the  inevitable  stresses 
and  strains  of  international  life  as  well  as  to  [X)s- 
sible  attack  of  a  more  deliberate  character. 

It  is  also  evident  that  the  Bank  and  the  Fund 
will  be  stronger  in  direct  proportion  to  the  number 
and  importance  of  their  members.  The  existence  of 
the  Bank  will  make  membership  in  the  Fund  very 
much  more  attractive,  and  vice  versa.  Supporters 
of  the  institutions  thus  feel  there  is  a  real  urgency 
to  accept  the  plan  as  a  whole  and  to  act  promptly 
on  both  institutions. 

I 

CRITICISMS  OF  THE  PLANS  | 

In  the  swift-moving  course  of  events  it  is  diffl-  I 
cult  to  keep  pace  with  developing  plans  for  post¬ 
war  economic  action.  For  this  reason,  it  is  not  | 
possible  now  to  give  a  valid  cross-section  of  Ameri¬ 
can  opinion  on  the  Bretton  Woods  proposals.  Vir-  | 
tually  all  the  significant  comment  in  print  has  been 
directed  toward  the  early  drafts.  No  comprehensive 
criticism  on  the  Bretton  Woods  agreement  is  avail¬ 
able.  It  is  possible  that  some  of  the  earlier  critics  . 
will  alter  their  [xisitions  since  the  plan  may  reflect  | 
the  result  of  certain  adverse  comment.  On  the  i 
other  hand,  it  may  introduce  new  points  to  which  I 
they  might  object.  In  anticipation  of  these  more  > 
careful  analyses,  only  brief  mention  of  some  points 
of  attack  is  worthwhile. 

Even  Senator  Taft's  recent  statement'**  may  be  ' 
modified  when  he  examines  the  provisions  regard¬ 
ing  protection  of  American  interests.  His  concern 
has  been  mainly  with  res{x;ct  to  the  United  States’ 
“minority  voice’’  in  a  plan  which  “places  Ameri¬ 
can  money  in  a  Fund  to  be  dispensed  by  an  in¬ 
ternational  board.”  Professor  Viner  proposed  that, 
instead  of  the  adoption  of  either  plan,  there  should 
be  “a  blend  of  the  two  with  only  a  few  substan- 


18.  .\V«'  Yor/{  Times,  luly  12,  1944. 
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I  tial  deviations  from  both.”*^  This  was  done. 
Professor  Williams  in  various  articles^”  has  urged 
the  “key  country”  approach,  which  would  form 
a  nucleus  of  stabilized  exchange  rates  with  grad¬ 
ual  extension  of  stabilization  on  a  somewhat 
flexible  basis  to  other  countries  as  conditions  war¬ 
rant.  Here  again,  however,  one  must  wait  his  later 
appraisal  of  the  final  plan  before  knowing  whether 
he  would  accept  the  machinery  in  the  Bretton 
Woods  Act  granting  that,  in  general,  he  has  al¬ 
ready  advocated  the  purposes  formulated  there. 

A  group  of  moderate  critics  is  typified  by  those 
.  who  accept  most  of  the  objectives  of  the  plan  but 
[  are  afraid  that  the  methods  prescribed  are  over- 
I  complex  and  not  likely  to  be  adjusted  to  real  needs 
I  and  circumstances.  J.  H.  Riddle^'  and  Leon  Fraser^^ 
i  should  [Krhaps  be  put  in  this  class.  They  are  more 
skeptical  than  Professor  Williams  and  Professor 
,  Viner,  but  less  severe  in  their  attacks  on  the  general 
'  approach  than  the  group  which  advocates  a  return 
in  the  direction  of  a  partially  automatic  gold 
standard. 

There  is  still  another  group  of  critics  who  con¬ 
demn  the  plan  much  more  vigorously  and  are  not 
likely  to  be  won  over  by  the  modifications  in  the 
later  version.  This  group,  typified  by  Dr.  Benjamin 
M.  Anderson  and  including  a  number  of  promi- 
'  nent  bankers,  is  bitterly  opfxiscd  to  the  breathing 
spell  promised  to  debtor  countries  and  will  almost 
I  certainly  reject  any  plan  which  serves  to  “delay 
adjustment.”  In  their  opinion,  there  is  no  easy 
i  way  to  avoid  the  painful  deflationary  measures 

j  which  will  bring  poorer  countries  into  a  healthy 

I  relationship  with  those  with  higher  incomes  or 

lower  costs.  They  believe  that  complicated  schemes 
for  international  action  are  illusory  and  that  more 
direct  methods  are  healthier  in  the  long  run.  A 

I  19.  Jacob  Viner,  “Two  Plans  for  International  Monetary 

j  Stabilization,”  Yale  Review  (New  Haven),  Autumn  194s. 

I  2n.  J.  H.  Williams,  “Currency  Stabilization:  The  Keynes  and 

I  VV'hite  Plans,"  I-'oreifin  Affairs,  July  1944;  also  Post-war  Mone¬ 

tary  Plans  anti  Other  Essays  (New  York,  Knopf,  1944).  In  a 

(review  of  this  book.  Professor  V’iner  says:  “1  am  impresseri 
rather  hy  the  degree  of  success  of  the  American  negotiators  |  at 
Brrttr)n  Woods]  than  by  their  failure.  What  prospect  was  there 
that  by  some  other  nunle  of  negotiation,  or  by  postiionement 
of  negotiation,  we  could  have  gotten  more  along  these  lines? 
Or  even  nearly  as  much?”  New  Yorl^  Times  Rool{  Review, 
August  20,  1944. 

21.  J.  H.  Riddle,  “British  and  American  Plans  for  International 
Currency  Stabilization”  (Washington,  D.C.,  National  Bureau 
of  Economic  Research,  December  194 ))• 

22.  See  speech  before  Herald  Tribune  I'orum  on  November 
16,  1944,  New  Yorf^  Herald  Tribune,  November  17,  1943. 


numlier  of  people  have  said  that  the  plans  were 
too  rigid  and  did  not  make  adequate  allowances 
for  the  uncertainties  of  the  post-war  world,  while 
others  contended  they  were  premature. 

Newspaper  editorials  have  been  divided  in  their 
comment,  with  the  New  Yorf(^  Times  outstanding 
for  its  adverse  criticism  and  the  Christian  Science 
Monitor  among  those  supporting  the  final  plan  as 
presented  at  Bretton  Woods.  Some  few  months 
will  pass,  however,  before  public  opinion  and  ex¬ 
pert  judgment  on  the  agreed  draft  give  a  reliable 
picture  of  the  degree  of  approval  which  can  be 
expected. 

The  main  criticisms  have  been  two — that  the 
schemes  are  too  complicated  and  that  the  United 
States  is  asked  to  do  too  large  a  share  of  the  fi¬ 
nancing.  Both  criticisms  are  advanced  with  more 
or  less  vigor  according  to  the  general  philosophy 
of  the  commentator.  Some  of  the  other  attacks 
on  the  plan  are  of  such  opposite  nature  that  they 
tend  to  nullify  each  other.  That  is,  there  are  those 
who  think  there  is  a  return  to  the  old  gold  stand¬ 
ard  and  those  who  declare  the  plan  too  novel  and 
ingenious;  those  who  think  it  ttx)  comprehensive, 
and  others  who  conclude  it  will  not  go  far  enough 
to  meet  post-war  needs. 

NEXT  STEPS 

It  is  now  the  turn  of  the  governments  represented 
at  Bretton  Wrxids  to  accept  or  reject  the  proposals. 
It  is  impossible  to  predict  the  outcome,  as  there  arc 
no  clear  signs  of  substitutes  if  tbe  plans  are  not 
adopted.  The  plan  introduced  in  Congress  by  Rep¬ 
resentative  Dewey  merits  attention,  but  in  its  orig¬ 
inal  form  was  not  adequate.  If  the  plans  so  over¬ 
whelmingly  approved  by  the  conference  are  cast 
aside,  there  is  apt  to  be  a  serious  feeling  of  discour¬ 
agement.  Questions  as  to  the  possibility  of  any  com¬ 
prehensive  economic  collalx)ration  would  then  in¬ 
evitably  arise.  In  fact,  all  economic  conferences  in 
tbe  next  few  years  would  be  made  difficult  and 
uncertain  by  failure  to  accept  the  workmanlike 
efforts  and  honest  results  of  international  consul¬ 
tation  as  expressed  in  the  Act  of  Bretton  Woods. 
Before  passing  judgment  on  the  plans,  responsible 
persons  will  naturally  l(X)k  carefully  into  the  exact 
nature  of  the  proposals,  and  bear  in  mind  tbe  con¬ 
sequences  of  currency  depreciation,  exchange  con¬ 
fusion,  and  spasmodic,  unregulated  foreign  invest¬ 
ment. 


It?  the  September  15  issue  FOREIGN  POLICY  REPORTS; 

U.S.  FOREIGN  POLICY  AND  THE  VOTER  by  Vera  Micheles  Dean 


Financial  Challenge  of  Post-War  Period 

liv  Grant  S.  McClellan 


The  critical  nature  of  financial  settlements  in  the 
post-war  period,  other  than  those  considered  at  Bretton 
Woods,  is  generally  recognized.  Even  the  most  op¬ 
timistic  supporters  of  the  Bretton  Woods  plans  have 
never  claimed  that  the  Fund  and  the  Bank  could  meet 
all  the  more  urgent  needs.  Some  perspective  can  be 
gained  by  reviewing  three  problems  which  demand 
urgent  attention.  ( i )  The  problem  of  blocked  balances 
is  recognized  as  a  major  difficulty  in  international  fi¬ 
nance.  (2)  The  settlement  of  lend-lease  obligations, 
while  subject  to  the  terms  of  the  master  agreement  of 
February  1942  with  Britain  (and  on  which  agree¬ 
ments  with  other  countries  were  patterned),  is  also  of 
critical  importance.  (3)  A  third  question  will  undoubt¬ 
edly  be  the  nature  and  amount  of  (jermany’s  financial 
obligations,  whether  by  way  of  reparation  or  otherwise. 

Problem  of  Blocked  Balances.  Blocked  balances 
have  been  accumulated  in  various  countries  as  a  re¬ 
sult  of  the  war,  but  the  most  serious  problems  are 
raised  by  blocked  balances  in  Britain.  These  have  been 
estimated  at  various  amounts,  but  were  referred  to  by 
Lord  Keynes'  at  the  Bretton  Woods  Conference  as 
likely  to  amount  to  $12  billion.  More  than  half  of 
these  are  owned  by  India.  The  reason  why  accounts 
in  Britain  overshadow  all  other  financial  settle¬ 
ments  is  that  they  are  considered  a  menace  to  free 
trade.  No  one  questions  the  difficulty  England  will 
have  in  arriving  at  a  balance  of  international  payments 
which  will  not  put  pressure  on  the  pound  sterling. 
Professor  Alvin  Hansen  has  suggested  the  post-war 
deficit  of  the  United  Kingdom  as  probably  in  excess 
of  ;(^i8o  million  per  annum.^  Other  semi-official  stud¬ 
ies  have  placed  the  figure  considerably  higher. 

In  any  case,  the  demand  for  reconstruction  materials, 
conversion,  and  improved  standards  of  living  are  cer¬ 
tain  to  create  a  large  demand  for  imports.  Britain’s 
experts  will  dep>end  on  various  factors  only  partially 
within  its  control.  It  is  not  unnatural,  therefore,  that 
many  governments  fear  the  use  of  blocked  balances  to 
increase  British  experts.  They  contend,  for  instance, 
that  countries  with  large  claims  on  Britain  may  be  re¬ 
quired  to  take  payment  in  goods  even  though  it  might 
be  possible  for  them  to  buy  commodities  more  advan¬ 
tageously  elsewhere.  Various  suggestions  to  settle  this 
issue  have  been  made,  but  none  has  yet  received  offi¬ 
cial  support.  The  original  White  Plan  suggested 
gradual  liquidation  of  blocked  balances  through  the 
Fund,  with  debtor  and  creditor  sharing  the  obligation 
on  a  more  or  less  equal  basis.  The  Keynes  Clearing 
Union  would  have  made  pxMsible  the  absorption  of 
the  balances  on  a  somewhat  inflationary  basis.  It  is 
sometimes  urged  that  blocked  balances  to  a  consider¬ 
able  extent  could  be  funded  into  long-term  debt. 

Lend-Lease  Settlement.  The  master  lend-lease 
agreement  emphatically  states  that  the  final  settlement 
shall  not  be  such  as  to  “burden  commerce.”  It  has 

1.  Nru’  Yorl{  Times,  July  7,  1944. 

2.  “Britain’s  Trade  in  the  Post-War  World,"  Planning  Pam¬ 
phlets  (Washington,  D.C.),  December  1941. 


been  generally  assumed  that  this  statement,  combince 
with  others,  would  mean  cancellation  of  the  majoj 
portion  of  lend-lease  debts,  which  otherwise  could  bd 
come  a  second  impxyrtant  post-war  problem.  Somi 
have  taken  for  granted  that  this  cancellation  would 
apply  mainly  to  articles  already  consumed;  others  hav 
thought  it  should  be  effective  in  connection  with  in 
stallations,  machinery,  and  stocks  which  remain  in 
tact  at  the  end  of  the  war.  No  one  has  seriously  rcconi 
mended  full  repayment,  although  in  some  cases  p)aj 
ment  for  various  categories  of  goods  has  already  beci 
accomplished  through  reverse  lend-lease,  or  has  beei 
proposed  in  other  forms  by  the  recipient  countries.^ 
Elimination  of  the  largest  portion  of  lend-leas 
transfers  is  likely  to  cut  possible  ultimate  payment  t 
almost  negligible  amounts.  If  this  should  occur,  th 
problem  will  be  one  of  minor  economic  impor 
tance.  It  presents,  however,  troublesome  politica 
aspects.  For  this  reason,  it  is  of  considerable  urgenc 
that  the  United  States  should  propose  a  plan  of  settle 
ments  and  that  the  public  be  informed  of  its  nature 
The  most  constructive  approach  would  seem  to  be  t 
limit  financial  obligations  to  payment  for  those  re 
maining  materials  and  equipment  that  enter  into  ae 
tive  competition  in  international  trade  with  our  owi 
products — surely  a  very  insignificant  part  of  the  total 
Compensation  by  Germany.  The  third  largely  fi 
nancial  question,  which  may  threaten  all  other  ai 
rangements  if  unwisely  handled,  will  be  the  compen 
sation  Germany  is  asked  to  pay.  If  either  the  amoun 
required  or  the  method  of  payment  is  such  as  to  corrn 
in  conflict  with  the  broad  general  principles  of  intci 
national  trade  and  international  settlement,  no  reasOT 
able  prospject  of  healthy  recovery  can  be  envisaged 
Repx>rts  with  regard  to  Russian,  British,  and  Amcr 
ican  piolicies  concerning  Germany  reflect  an  awarcncs 
of  the  potential  conflict  between  free  exjx)rts  by  wa 
of  reparation  and  normal  commercial  transactions.  I 
would  be  politically  and  economically  impossible  t( 
ignore  the  pressing  demands  of  devastated  territoric 
for  a  share  in  German  production  after  the  war.  Thi 
enormous  increase  of  Carman  industrial  plants  sinf( 
1932,  amounting  to  probably  as  much  as  too  billioi 
marks,  may  provide  some  basis  for  a  large  post-wa 
output  despite  bombing  and  other  war  damage.  Tb 
question  that  concerns  those  who  are  thinking  abou 
this  question  apparently  is  not  so  much  Germany’ 
probable  capacity  to  supply  goods  and  equipment,  0 
the  desirability  of  making  it  pay  for  some  of  th( 
damage  wrought,  as  the  manner  in  which  delivcric 
outside  normal  channels  of  trade  will  affect  the  re 
covery  of  world  commerce. 

Mere  mention  of  these  questions  serves  as  a  warn 
ing  that  an  informed  public  cannot  expiect  p)erfect  am 
final  solutions,  but  must  look  rather  for  a  general  line 
of  pjolicy  which  can  clear  the  way  toward  interna 
tional  economic  cooperation. 

3.  See  H.  P.  Whidden,  Jr.,  “Reaching  a  Lend-Lease  Settle^ 
ment,”  Foreign  Policy  Reports,  April  15,  1944. 
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